Many more of the warkers eovered by
collective bargaining are  negotiating
new contragts this year than last, and
the increpses they gain for 1970 will
almost certainly exceed the deferred
inereases of workers not negotiating. It
geems likely, therefore, that the average
wage rate change for all workers under
colleetive bargaining will be larger this
venr than last.

SUME 5 million workers are coverad
by major labor contracts up for nego-
tiation in 1970, a year marked by an
unusually heavy ecalendar of negotia-
tions. Another group, numbering
slightly more than 5 million, is sched-
uled to receive deferred wage increases
under the terms of contracts negotiated
in the past.! Although the unionized
workers coversd by major contracts
account for only about 20 percent of all
nonsupervisory workars in the nonfarm
sector, movements in their wages are
nevertheless an  interesting and im-
portant factor in the economy. The
average wage rate increase this year
for the unionized group will reflect
both the first-year increases resulting
from new negotiations and the deferred
increases. It seems highly likely that
this overall change, or “effective wage

1. The datn on labor-munsgement contract negotintions
e In this nrtlelo are compiled and pukdished by the Durean
of Labar Statisties, They relate to major contracts covering
1,000 or more warkers. A gmall proportlon of the § milllon
workers affected by nepotiations in 1070 are negotlating under
prov istons for the reopening of eontracts, rother than negot -
iling new contriets, In this artlele, bowever, the entire
B mabllbon are referred tons though they were negotiating new
contracts, In nddition to these negotiating in 1070 and (hase
receiving deforred Inereases, there 2 o relotively small
proup af workers who, while covered by major conbroets, ave
nefther vegatinting nor recedving deferred {nereases,
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adjustment,” will be larger than in
1969. Last year it amounted to just
over 5 percent of the straight time
hourly sarnings of the workers covered
by major contracts (chart 9), A figure
of 6 pereent or even more seems possible
this year.

The zize of the effective wage adjust-
ment in any given year depends on the
size of the first-year increase negotiated
in that vear, the size of the deferred
increase received in that year, and the
proportion of the total group of workers
receiving each type of increase. There
are two factors making it likely that
the effective wage adjustment will be
higher this year than last, First, the
wage increpses provided for the first
wear under new contracts have been
rising steadily and in 1970, as in other
recent years, will almost certuinly ex-
ceed the delerred inereases provided by
contracts negotiated previously. Second,
roughly half of all workers coverad by
major contracts are affected by new
negotiations this year whereas negotia-
tions last wear involved only about
one-fourth of the group.

In 1969, workers whose contracts had
been negotiated in earlier years received
i deferred increase averaging 4 percent,
half the size of the first-vear increase
provided by new contracts, The average
deferred increase scheduled to be re-
ceived in 1970 is 4.4 percent, a little
higher than last year; contract settle-
ments in the first quarter of 18970
provided a first-year incrense averaging
5.8 percent,”

2, T lipoares for first-ymr nnd doferred inereases, ealmi.
Intedd by B LA, are medians rother than means, The medlsns
ure usml throughout this artlele, and referred to o “aver
nges" Cabeibntlons of menn vilmes oxist anly eginnminge with
it for 1968, The mesn frst-year mlfustoent negotiated bn
1 wons 102 pereont; Bn the first quarter of 1970 i was 1S
el

The outeome of contract negotiations
in the remainder of the year cannot, of
course, be foretold. Workers are press-
ing vigorously for large increases. Keo-
nomic activity has been slackening,
however, with unemploy ment rising and
profits falling. For the full year 1970,
the average first-year wage increase
resulting from new negotiations might
be lower than the 8.8 percent negotiated
in the first quarter—though it could
also conceivably be higher, However,
even if the outeome for the full yvear is
lower than that in the first quarter, the
effective wage adjustment for the union
worker group as a whole is still likely
to be greater in 1970 than in 1969,
This assessment rests on the change in
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the “weights': in 1970, relative to 1969,
a much larger proportion of the total
group is affected by new negotiations.
Griven that fact, the effective wage
adjustment for the group as a whole
will be larger in 1970 so long as the
average first-year increase negotinted
this year is even moderately larger than
the average 4% percent deferred increase
scheduled to be received.

Factors in labor’s demands

Union members are pressing strongly
for large wage gains in contract negotia-
tions this year. The factors underlying
their interest in large gains also point
toward a particular interest in obtain-
ing large increases in the first year of
the new contracts,

As a rule, major labor contracts have
a duration of several years, and those
up for negotiation in 1970 were thers-
fore generally settled 2 to 3 years ago.
During the intervening period, labor
market conditions have been generally
tight and the economy has experienced
serious price inflation. Consequently,

Productivity and Labor Cost in the
Private Nonfarm Economy
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Table l.—Components of Effective Wage Adjustment
1060 1970
Humber of Muodinn Numhber of Medinn
workors change. | workems clnnge
{mdilom) (perocent) {millien} {percent)
First-year adjustment negotisted durlng year 1. ..o 8 ED 0.0 *H. 8
Ddorred increase recel ved during year?_._ . oo 1.8 Lo 6,0-0,3 L4
R o L R e e o i e . 2 HERRE A T
Effective wogo adjustment. . iiiiiiee B &1 10,8 * =iy

*First quarter ¢ estimate.

1. Changes in wage rates ore based on all seftlements (including those with no increases and with decreases) negotiated

during the year,
2. Vor

1970, represents increnses negotiated at the time of the Inst setilement and scheduled to becoma effect ive during the

year; Inchudes guarantesd cost-of:

living increases, For 1M, also

fnciudes nonguarantesd cost<ol-living increases,

3. Includes workers whose woge rates wers unclanged becanse their contracts expired but were not renegotinted, or becansp

their contracts made no provision for deferred increases,

WoTE.—Except for 1070 eMective wage adjustment, esthnated by OBE, data are eompiled by Buresa of Labor Btatisties and

cover msjor contracts ailect g 1,000 or meone workers, Figores for Che number of warkers in the categories in 1070 are
vips of workers do nol sum Lo Lhe tolal in 196 beoanse
Inereases. Wage chunges are coloalabed on struight time hourly enrniogs.

The componert
recebved deferre

workers negotiating new contracts in
1870 have an interest both in catching
up with the gains won in recent years
by other workers—both union and non-
union—and in offsetting the impaet
that inflation has had on their real
incomes,

The wage gains provided by new eon-
tracts have been growing significantly.
The upward trend of first-year in-
eregzes can be seen in chart %, The
average annual wage inerease over the
full term of the contract—counting
deferred increases provided by the
agreement as well as the first-year in-
crease—has also grown in recent years:
it rose from just under 4 percent for
contracts negotiated in 1966 to almost 7
percent for those negotiated last year,

Relatively little is known about
movements in the wage rates of the
workers not coversd by major labor con-
tracts, who account for the preat bulk
of the labor force. Some data compiled
by the Bureau of Labor Statisties sug-
gest that, in manufacturing at least,
nonunion wage rates rose somewhat
faster than union rates in recent years,
Quite possibly, in that period of gen-
erally strong labor demand, wage rates
were adjusted more [requently in non-
union establishments than in establish-
ments working under multiyear union
contracts. Minimum wage legislation
has also been a factor in recent years
tending to raise wage rates for many
low-paying, generally nonunion, jobs.

Although workers’ earnings have
besn rising at a substantial rate, infla-

Licinaary,
soane wirkers who negotinted during the year also

tion has cut heavily into the growth of
real purchasing power. The consumer
price index for the year 1969 was up
5% percent from 1968, and almost 13
percent from 1966. Averaged for the
entire private nonfarm economy, the
rise last year in hourly eompensation—
including fringe benefits—was very
modest in real terms (chart 10)° In
the first quartsr of 1970, prices ware
still rising rapidly and the real value of
average hourly compensation was harely
one-half of 1 percent higher than it had
been a year earlier. Thus workers have
a strong incentive to seck gains in
money income large enough to represent
a substantial boost in real purchasing
power. It might be noted, too, that they
apparently have a renewed interest in
cost-of-living “esealator” provisions.

Rise in labor cosis

The pressure of labor cost is an
important factor in the squeeze on
profits, In the private nonfarm economy
as o whole, productivity last year was
almost unchanged from 1965 but hourly
compensation was up sharply and labor
cost per unit of output rose 64 percent
{chart 10). Unit labor cost continued
to rise rapidly in this year's first quar-
ter—as did unit nonlabor cost—and
profit margins dropped further. (The
squeeze on the profits of nonfinancial
corporations is discussed in some detail

3. Compensatbon per man-hour Includes wages, salarbes,
am employers’ cantributions for sockal Insumnes and private
benefit plans; estimated by BLS for all workers, including

the sell-amployed,
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on page 3 of this iseus of the Survey.)
In thess circamstoncss, managars could
be expectad to have a strong intarscst
in eontrolling costs and certainly in
resisting large wags inereases. Ths yonr
muy thersfore prove %o be one marked
by & relntively large number of strikes.

Effective wage adiuatment in 1978

It iz elearly not possible nt this time
to maka any procise sstimate of this
yonr's effestive wage adjustment for
workers eovered by major lebor-man-
ngement agreements. Negotintions in
tha first quarter resulted in & median
first-yoar inereass of 8.8 percent, but
tha outcome of nepotiations in the rest
of the yesar remains to be seen. Seme
other relevant foets are known, how-
ovar. Most of the workers not involved
in new negotistions this your are
schaduled to receive deferred wage
incregsez. The number of workers

SURVEY OF CURRENT BUSINESS

involvad—between 5.0 and 53 mil-
lion—and ¢ha average increase—4.4
percent—are known, and these fects
hove nn important bearing on the
likoly size of the affective wage adjust-
ment for the total group sovered by
major agresments,

The deferred incrense is smsll relative
to the first-year increasos nepotinted
this year ond for severnl yanrs past.
This results from the practice known as
front londing, coupled with the general
eacnlation of wage settlements in recont
yoara, Moat contracis ron for mors than
1 year, and it hos berome typical for
them to inclide increases sehedoled to
accur after tho first year. Negotintiona
in recent years have ostablished &
potiern of front londing, in which the
deferred inereases are smaller than those
provided in the contract's first yeor. In
1970, o5 in any year, the defarred in-
¢renses received by workers are the
result of negotiations in previous years.
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Tha fact that esttlements heve penerally
becoma larger in the intervening period
tends to widen the gap batwean thosa
deferred increnses and the first-yenr
ineresses received under new negotin-
tioms.

If it iz sssumed thet negotiations in
1970 will result in an nvarage first-year
incresss equal to tha 5.8 percent
negotiated in the first quarter, then the
median offective wage sdinstment in
1870 might be on the order of 6 o
6} percent.! The clements of the caleuln-
tion by OBE are shown in table 1..
On the basis of this type of ealealation,
the sffentive adjustment in 1570 would
excend lazt year's 5.1 pereent aven if
the first-yoar ineresse negotinted this
yeor wers o2 much as 2 to 2% percentoge
points leas than the 3.8 percont re-
ported for the first quortsr.

1. Anooatimais by OBE o o mod bt than mesdion
dintn requite 1o wn ol v walpn cdjesteaont n LTEM ol skt
Thi porcont, comparesd writh @) parceat in 1,

{Continued from pege 4)

The downweard movement in credit
costs during the first guarter appeared
t¢ be atéributable in lorge pare to &
renssessment of market expeciations
that stemmed from the siackness in
husiness wetivity ond from scnbtersd
evidance suggesting some reduction in
the degree of credit restraint, In lake
March, the decline in morket rates was
spurred by o reduction, from 8% to 5
pereent, in the prime rate, i.6., the rate
#hat banks charge their most credii=
worthy borrowers.

As is typically the cose when the
direcidon of interest rate movements is
reversed, the change in short-term
vates wne substandally greater thon
that in long-term rates. Indead, by the
end of March, most short-term rotes
wate down roughly 1-ic-1¥ percentoge
points from their vearend levels, o
dedline nearly twice thob regiztered in
yields of U.5. Qovernmant and State
and jocal bonds (chort 4). The intensity
of corporste demands for leng-term
credit, pravanted much dewnwnrd nd-
justment of yields on corporate honds.
At the end of the first quarter these
vields were basically unchanged from

their yearend levels,

In April, conditions in money markots
were permitted to tighten a little as an
excessive generntion of reserves caused
by technical factors in late March was
offset. However, the runup in interest
rates continued inte a period when the
Treasury was engaged in & major fi-
nonting operntion. In order to facilitate
this oparation, the moenetary suthorities
underiosk  large scale open market
purchases of government securities In
enrly May.

Credit demonds continue strong

Despite the elower pace of economic
activity in the opening months of 1970,
credit demonds have remained very
heavy, nnd the volume of funds rpised
in finoncial morkets wos reughly the
samea £5 iy the closing quarter of last
yoar. Borrowing by the household sae-
tor onsed a little os there was o slack-
ening in both the growth of outstanding
consumer credit—eospecially outomobile
paper—and morigagn debt. The other
mejor hoTrowing proups  generally
roised mora funds in the first gquarter
then in the fourth.

The striking risa in gorporate hond

fiotations so far in 1970 partly reflactad
on accelerating demand for external
financing, as capital investment con-
tinuad to expond while internal funds
declined. The firet quarter alse wit-
neszad offorts by corporations ic Tefi-
nance shori-term debt by issuing looger
maturitics. In addition to attempts to
lengthen maturity strociuros, the de-
oline in the demand for short-term
credit olse reflected the slewing in
mventory accumulation.

The volume of new tax-eaxempt Stato
and looel government bond issuss
maved up sharply in early 1970. As in
the onze of corporations, a enhstantial
portion of the growth in tax-exemphb
issues reflacted o pordisl refinancing of
the unprecedented volums of shart
term debt incurred during the eredit
stringency of 1964,

Net borrowing by tha Faderal govern-
ment wos modarata during the frst
guarter of 1970, but an incrense markad
the reversel of the experience in 1984,
when substantial budget surpluses led
to & large raduction in Feders! debt
held by the public. Alsa, the debt of
government-sponsored credit agencies
continued to expand rapidly.



